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2 
(ITALY) KEY ECONOMIC INDICATORS: 12/14/79) 


All values in U.S. $ million Exchange rates used (lire per dollar): 
and represent period averages 882 for current 1977 values; 849 for 
unless otherwise indicated current 1978 values; 834 for current 1979 
values; 625 for constant (1970) values. 
Items and date g Cumulative 
of most recent data shown 1977 1978 Change 1979 (most 
recent data) 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 215,395 260,004 308.203 2) 
GDP at Constant (1970) Prices 122,426 125,549 130,027 2) 
Per Capita GDP, Current Prices $3,815 $4,584 $5,407 2) 
Plant, Equipment and Transport 

Investment at Constant (1970) 

Prices 9,248 9,072 9,374 2) 
National Income at Current Prices 175,629 213,335 

Indices: 

Industrial Production - (1970=100) 

(10/79) 123.3 125.7 132.8 

Avg. Labor Productivity (1975=100) 102.3 104.4 
Avg. Industrial Wage (1975=100) 

(10/79) 153.9 179.3 209.8 

- real % change over conparable 

prior year data 7.9% 3.6% 3.3 
Unemployment ('000) (7/79) 1,545 1,571 1,697 
of which: Youths (14-29yrs) 1,141 1,191 1,251 
Avg. Unemployment Rate % 7.1% 7.2% 7.7% 


MONEY AND PRICES 
Primary Liquidity (MI) (6/79) 111,680 144,380 152.903 
Interest Rate (Central Bank) 
(12/6/79) 10.5 
Prime Rate (12/12/79) 16.0 15.0 
Indices: (1976=100) 
Wholesale Price (10/79) 116.6 126.4 
Retail Price (10/79) 117.0 131.1 


BALANCE OF PAYMENTS AND TRADE 

Official Foreign Exchange and 

Gold Holdings 1) (9/79) 19,148.2 25,260.4 38,560.5 
Net Foreign Position of Banks 1) 

(9/79) -8,079.4 -7,090.9 -9,064.0 
External Public Debt 3,680.0 5,381.0 

External Debt Service Ratio 0.71% 0.74% 

Balance of Payments 1) (6/79) 1,982.5 8,229.8 1,610.6 
Balance of Trade (9/79) -2,790.9 -410.4 -1,884.6 
Exports, FOB (9/79) 45,314.7 55,933.7 50,058.3 
U.S. Share 3,022.8 3,987.0 31. 3,268.3 
Imports, CIF (9/79) 48,105.6 56,344.1 51,942.9 
U.S. Share 3,344.8 3,814.6 14. 3,684.3 





Main Imports from U.S. (C.Y. 1978) Machinery and Equipment 
36,382 M. T. $703; Chemicals 1,013,745 M.T. $489; Oil 

Seeds and Cakes 1,772,296 M.T., $447; Feeds and Grains 
2,915,130 M.T., $392; Coal and Coal Products 2,999,095 M.T., 
$230; Typewriters and Calculators 2,677 M.T. $201; Aircraft 
and Parts 1,209 M.T., $116; Electric Lamps 2,092 M.T. $103; 
Paperpulp, Paper and Manufactures 280,054 M.T., $101; Sawed 
Wood 162,419 M.T., $67; Silver, Gold and Platinum 317 M.T., 
$58; Cotton Fabric 14,075 M.T., $52, Iron and Steel Scrap 
456,034 M.T., $52; Leaf Tobacco 10,131 M.T., $44 Petroleum 
Products 396,136 M.T., $40; Auto Parts 5,693 M.T., $37; 
Laminated Iron and Steel 56,294 M.T., $36; Copper and Copper 
Alloys 21,557 M.T., $31. 


1) Original data in dollars. 
2) Seasonally adjusted first nine months total at annual rate. 
SOURCES: ISTAT (Italian Central Institute of Statistics), 


Bank of Italy, GOI Economic Report, ISCO (Istituto Nazionale 
per lo Studio della Congiuntura). 





I. SUMMARY 


During the first three quarters of I979, the Italian 
economy continued on a course of moderate but uneven 
growth, with the government forecasting 4.3 percent 
growth for the year. Private consumption and exports 
were again the major components of demand, but fixed 
investments also played a positive role for the first 
year since 1976. 


The balance of payments registered another surplus, 
although the current account balance was not expected 
to equal 1978's $6.3 billion. Foreign exchange holdings 
were $10.8 billion as of 9/30/79. The lira's position 
as one of the strongest currencies in the European 
Monetary System (EMS) weakened somewhat by mid-November, 
going above its European Currency Unit (ECU) central 
rate (i.e., more lire per ECU) in the EMS for the first 
time since the inception of the system in March 1979. 


Inflation was on average forecast to be 15.4 percent 
compared to 1978's 12.4 percent, although on a December- 
to-December basis it may come close to 20 percent. At 
such high rates of inflation, Italy's competitiveness 

is bound to suffer. Some studies indicate that the infla- 
tion differential between Italy and its major trading 
partners has already wiped out the competitive edge 

gained with the 1976/1977 depreciation of the lira and 

the subsequent stabilization efforts. 


Energy problems in terms of both price and supply 
continue to darken the economic picture. There is 
disagreement over the formulation of an effective energy 
policy, and the government formed in August has been 
unable to get its energy program adopted by Parliament. 
In addition, there are fears of a 20 percent or greater 
shortfall in petroleum supplies in 1980. 


II. DOMESTIC ECONOMY: RECENT DEVELOPMENTS AND SHORT-TERM TRENDS 


A. Overall Growth Patterns 


After six quarters of at least some real growth, Gross 
Domestic Product (GDP) dropped 0.7 percent in the second 
quarter of 1979 but grew 1.0 percent in the third. GDP 
for January-September was 4.0 percent higher than in the 
same period in 1978. Consumption, particularly private, 





was a leading component of demand. Exports continued to 

be a positive factor in demand, although their stimulus 
slackened. In the first three quarters, exports measured 
in real terms declined from the level achieved in the 
fourth quarter 1978 when exports rose 10.1 percent over the 
previous quarter. On the other hand, exports for the nine 
months were 13.5 percent higher than 1978. Both fixed 
investments and inventory buildups provided some additional 
stimulus. Fixed investments for the first three quarters 
were 3.8 percent above the same period of 1978, although 
investments in plant and equipment stagnated in the first 
half. 


B. Sector Trends 


Value added in real terms in the agricultural sector 

for the first nine months of 1979 was 1.6 percent higher 
than in the same period in 1978. For the year, real 
growth should be between 1.5-2.0 percent, although the 
production of grains and meat is forecast to be near the 
record level of 1978. About 25 percent of domestic 
consumption of beef, veal and pork is provided by 

imports, of which 85 percent come from other members 

of the European Communities. The U.S., on the other hand, 


is the major supplier of imported corn and an important 
source of wheat. 


After a rise of 1.6 percent in the first quarter, value 
added in industry declined 3.3 percent in real GDP 

terms in the second, then rose 1.1 percent in the third. 
Value added in the first nine months was 5.5 percent 
higher than that registered in 1978. Part of the second 
quarter decline is attributable to strikes in connection 
with the negotiation of new labor contracts. The average 
of the seasonally adjusted industrial production index 
for January-September was 5.8 percent higher than in 

the previous year. Construction activity declined 0.3 
percent in the first quarter but rose 1.2 and 0.2 percent 
in the second and third quarters. Value added in 
construction during January-September was 3.0 percent 
higher than 1978. For the secondary sector as a whole, 
the growth for the nine months was 5.2 percent. Sub- 
stantial pickup in production during the first half 
marked textiles, clothing and furniture, which were 

all sectors where production had declined sharply last 
year. Shoe production also increased. There were no 
sharp sectoral declines in the first half save for the 





production of sulphur, but activity in metallurgy and 
machinery (with the exception of office equipment) 
slipped, and the production of transportation equipment 
was marginally lower. 


C. Investments 


Following 4.0 percent growth in fourth quarter 1978, 
investments declined 1.1 and 0.5 percent in the first 

and second quarters but rose 2.5 percent in the third. 
Investments in the first nine months were 3.8 percent 
higher than in the same period last year. Positive real 
growth in investments was expected in 1979 after two 

years of stagnation. Construction investments for the 
nine months were 2.8 percent higher, and those in plant 
and equipment were 5.3 percent higher. Plant 

utilization continues to be a drag on investment, although 
utilization is somewhat higher than last year. Capacity 
utilization was 75.8, 74.8 and 75.5 percent in the first 
three quarters for a nine-month average of 75.4 compared 
to 72.5 in January-September 1978. Many experts feel, 
however, that these figures overstate the amount of unused 
capacity that could really be activated. The uncertainties 
for both Italy and the world economy as a result of oil 
price increases and supply problems are likely to depress 
fixed investment and undercut the present growth. 


D. Wages and Unemployment 


Average unemployment for January-July 1979 was 7.7 

percent compared to 7.1 percent in January-July 1978. 

The July survey showed unemployment of 8.3 percent (7.5 
percent in July 1978). While school leavers traditionally 
swell the unemployment rate in July, this was still the 
highest level registered since the initiation of the new 
statistical series in 1977. Half of the unemployed are 
seeking a first job, and 73.8 percent are between the 

ages of 14 and 30. 


Labor contracts covering about 5 million workers through 
1981 were concluded in the summer. The Labor Ministry 
estimates that average annual wages will be 16.7 percent 
higher than in 1978, including cost of living increases 
under the scala mobile and cost of the new contracts. 

It is further estimated that the average index of hourly 
cost of labor will be 17.9 percent above 1978, with 

5.4 percent of the increase attributable to the new 





contracts. The contracts provide for measures to improve 
productivity, but these were still being discussed by 
labor and management by year's end. 


A final development was the concession of quarterly cost 
of living increases to government workers, who previously 
had received them twice a year. The extension of the 
same arrangement to pensions, where adjustments are made 
annually, is also being sought. 


E. Inflation 


Inflation accelerated in the second half of 1979, particu- 
larly in September and October when prices rose 2.5 and 
2.3 percent respectively over the previous month. The 
January-November cost of living index was an average 15.3 
percent higher than the same period in 1978, and the index 
in November was 18.7 percent higher than in November 1979. 
Thus, on average, inflation in 1979 was expected to be 
about 15.4 percent, with a rate of about 20 percent at 

the end of the year. The size of the oil price increases, 
raw material and labor costs all have contributed to 
generalized price increases. 


III. BALANCE OF PAYMENTS 


During the first half of 1979, selected balances closed 
as follows ($ millions): merchandise trade (f.o.b. 
basis), $460? services $1,825 (tourism $2,703); transfers 
$870; current balance $3,154; capital account -$668. 

It is likely that the merchandise trade balance will 
diminish some during the second half of the year; however, 
the other components of the balance on current account 
(especially tourism) will be strongly positive and yield 
a highly favorable (more than $4 billion) balance on 
current account for 1979. Through August on a quantity 
basis, exports grew 13.4 percent and imports by about 

18 percent compared to an estimated 5-6 percent overall 
increase in world trade for 1979. Exchange rate develop- 
ments were favorable as the lira appreciated somewhat 
against the dollar while depreciating slightly against 
the currencies in Italy's most important export markets, 
i.e., the EC countries. Since the major share of Italy's 
imports is denominated in dollars, while the bulk of its 
exports are denominated in .EC currencies, the exchange 
developments would tend to improve Italy's terms of trade. 
However, overall, Italy's terms of trade declined 





slightly in August and September after remaining stable 
through the first six months of the year. 


While depreciating somewhat against the other European 
Monetary System currencies, the lira experienced little 
difficulty remaining within the band prescribed by the 
EMS. Only in mid-November was its depreciation sufficient 
to move it above its ECU central rate (i.e., more 

lira units per ECU). 


The money account (monetary movement) of Italy's balance 

of payments recorded an aggregate surplus for the first 
nine months of 1979 of $2,252 million compared to a surplus 
of §5,945 million for the same period of 1978. Convertible 
foreign exchange holdings of the Bank of Italy increased 
by $317.4 million to $10.8 billion, while foreign 
borrowings of commercial banks increased by almost $2,000 
million. The rest of the change in the balance was 
accounted for by changes in the value ascribed to gold 
holding and to changes in holdings of the ECU. 


IV. ECONOMIC POLICIES 


A. Fiscal and Energy Policy 


The Italian Government estimated the overall cash require- 
ment of the Enlarged Public Sector (which is the most 
comprehensive definition of the public sector deficit) 
at 37,500 billion lire in 1979 and 44,800 billion in 1980. 
For 1979, this implied a nominal increase in the deficit 
of 8.7 percent and a decline in its size as a portion 

of nominal GDP from 15.6 percent to 14.2 percent but 

a re-acceleration of the growth of the deficit to 19.5 
percent in 1980. The current deficit of the state 
sector, i.e., that part with the most impact on demand, 
is forecast to go from 16,000 billion lire in 1979 to 
23,700 billion lire in 1980, which would be equivalent 
to 6.0 percent and 7.7 percent of GDP respectively. 
Thus, despite some success this year, the public sector 
deficit remains an important and difficult problem. 
Serious efforts are being made to increase revenues, 
especially by combatting tax evasion, but revenues are 
still not rising at anything like a necessary rate to 
gradually close the revenue/expenditure gap. The con- 
cession of quarterly as opposed to semi-annual cost of 
living increases to public employees beginning in 1980 
will further complicate these efforts. In addition, in 
presenting the 1980 budget, the government stressed the 





need to stimulate the economy. Thus, any reduction 

in the size of the public sector deficit will have to 
slip a bit into the future. There are also fears that 
the financial law embodying the government's economic 
program for 1980 will not be adopted before December 31, 
which would impede economic policy in general. 


A comprehensive energy program has still not been adopted, 
although the price of gasoline has been raised twice 
since August 1, and plans are being made to increase 
electricity rates in 1980. Government efforts to achieve 
approval of its comprehensive program have been hampered 
by pressure from interested parties to moderate the 
impact of such a program on segments of the population. 


B. Monetary Policy and Interest Rates 


Monetary aggregates tightened late in 1978 and during 

the first eight months of 1979. Actual developments in 
the money aggregates appear to be generally consistent 
with Bank of Italy (BOI) targets. The growth of the money 
supply in 1979, both Ml and M2, was estimated at just 
over 20 percent. 


Total domestic credit developments were largely the 
result of credit controls on bank lendings in lira imposed 
by the Bank of Italy. These controls were renewed in 
April 1979 and again in September. In both instances, 
the controls were tightened as well as renewed. As a 
result of this policy, there appears to have been a 
slowdown in the real rate of growth of domestic credit 
during the first five months of 1979 (latest available 
data). This slowdown would have been even greater if 

it were not for the expansion in foreign borrowing of 
commercial banks which adds directly to the credit base. 
While this source of credit may seem to have the effect 
of undercutting the BOI's credit policy, it-has the 
beneficial effect of increasing Italy's reserve position 
and is consequently an integral part of BOI monetary 
policy. 


Interest rates climbed sharply on October and again in 
December after remaining essentially unchanged throughout 
the year. On October 6 the Bank of Italy increased its 
discount rate from 10.50 to 12.00 percent and subsequently 
increased it to 15.00 percent on December 5. This was 





followed by an increase in the "prime rate" from 15.00 
to 16.50 percent and then to 19.50 percent. The six- 
month Treasury bill rate increased from 11.62 to 12.93 
percent (latest available end of November). The yield 
on bonds is also up by more than half a percent to 14.7 
percent. The policy action of the BOI was in part 
taken to improve the differential in rates between 
Italian and international markets which may have become 
negative in September. 


V. OUTLOOK FOR 1980 


Predictions at this time are more than normally subject 
to error because of uncertainties about oil supply and 
prices. 


A. Domestic Economy 


Real economic growth in 1980 is expected to be low, with 
current forecasts falling into the 1.5-2.3 percent range. 
Such a slowdown has been anticipated for several months, 
partially due to expectations of lower growth in world 
trade. The government stated, though, that growth above 
1.5 percent will require stimulus to the economy. 


The recent acceleration of inflation is expected by the 
government to ease up in the first half of 1980. For 
1980, the government is forecasting inflation (GDP 
deflator) at 14.1 percent. 


Fiscal policy will continue to be expansive, with an 
interest of providing some stimulus to growth. Policy- 
makers face the difficult task of trying to increase 
growth while keeping inflationary pressures under control. 


B. Balance of Payments 


While the balance on trade (f.0.b. basis) is expected 

to end barely positive in 1979, the surplus on current 
account is likely to be second only to that of Germany 
amongst OECD countries. A very important element in this 
has been the even greater than expected boom in tourism. 


The outlook for 1980 is much more clouded. One view is 
that the current account balance will remain in surplus, 
though substantially below that of 1979. According to 
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this view, contributing importantly to this deterioration 
will be an apparent reduction in competitiveness of 
Italian exports, the result of higher rates of domestic 
inflation in Italy than in other major OECD countries. 

It is expected that the weighted GDP average growth 

rate for the entire OECD will be well below that of Italy. 
Finally, an increased oil import bill will contribute heavily 
to the deterioration in Italy's payments position as well 
as that of other OECD countries. However, the OECD 
estimates that Italy's balance of payments on current 
account for 1980 could again be over $4 billion. This 
would result from a near balance onthe trade account, 
lower foreign debt servicing charges and an increase in 
earnings from tourism. 


Vi. IMPLICATIONS FOR THE U.S. 


It appears that the trade surplus vis-a-vis the U.S. 
which Italy enjoyed in 1977 and 1978 will be continued in 
the trade total for 1979. The surplus should not be a 
significant sum, however; with imports from the U.S. of $2.14 
billion and exports to the U.S. of $2.37 billion during the 
first half of the year, a surplus of $23 million has been 
recorded for that period. U.S. exports to Italy were up 
24 percent over the same six-month period in 1978, but despite 
that fact, the U.S. market share of total Italian imports 
appears to have slipped slightly. Figures through September 
1979 indicate a U.S. share of 7.1 percent, up from the 6.7 
percent total for 1978. End-of-the-year total for 1979 should 
show the U.S. with a slight increase from the previous year. 


While machinery and equipment, chemicals, and agricultural 
products continue to be the most important U.S. exports to 
Italy in terms of amounts exported, there is considerable 
interest in all sectors where U.S. industry boasts new or 
advanced technology. The continued interest in the energy area 
and in laborsaving industrial machinery should insure that 
Italy will continue to frequent the U.S. marketplace with 
resulting positive trends in our trade balance with Italy. 


U.S. Sales Prospects 


The product categories which we believe to have the best 
medium-term prospects for export sales from the U.S. are, 
in priority order, as follows: 
1. Energy equipment and technology* 


2. Computers, peripherals, and business systems 





Electronic components 


Filtration and purification equipment and anti-pollution 
systems 


Communication equipment 

Food processing and packaging equipment* 
Aviation, avionics, and airport equipment* 
Electronic industry production and test equipment 
Hotel/restaurant equipment* 


The categories marked with an asterisk (*) have not, in our 
opinion, reached their full export potential, but could be 
expected to do so, if given strong promotional assistance. 


As reported in the previous issue of this publication, 
market potential for certain consumer products continues to 
increase. In addition to high-fidelity equipment and home 
microprocessors, high-quality apparel of blended natural 
and synthetic fibers, certain types of footwear (e.g., 
western styles) ,electronic games, and fish and fish products 
also appear likely to enjoy increased Italian demand. 


Licensing and Joint Ventures 


As Italy explores alternative energy sources in an effort 
to reduce its dependence on foreign oil, licensing opportunities 
in the energy field, particularly for solar systems, will 
increase rapidly. There are also possibilities in 
non-energy related fields; Italian engineering and construction 
firms, for example, remain open to joint ventures with U.S. 
firms for major projects in the Middle East and Africa. 
Additional possibilities for cooperation between U.S. and 
Italian firms should materialize as the period of technical 
modernization recently began in the Italian telecommunications 
industry advances. 


Investment 


Of the $500 million of net direct foreign investment in 
Italy in 1978, U.S. industry accounted for approximately $79 
million. While no partial figures are available for 1979, it 





would appear that the total will be comparable to last year's 
level. Recent foreign investments in the chemical and EDP 
areas reflect the continued interest of foreign firms in the 
Italian economy, despite the persistent concerns regarding 
rising labor costs, productivity, and work-force flexibility. 
Increased emphasis has also been placed of late on investment 
in the Mezzogiorno area of Italy. The Italian Government is 
examining new ways to facilitate the use of the Mezzogiorno 
incentives programs. The increased organization and reduced 
paperwork should induce more foreign firms to take advantage 
of the various incentives offered. 
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